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Background 

• What is governance?    

– Governance =  

• Efficiency  

– Efficiency of individual agencies 

– Coordination among agencies.  

• The way in which administrative decisions are made.  

– Transparency  

– Predictability (as important as efficiency) 

– High quality governance necessary for economic development 
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How to Measure the Quality of 

Governence?  

• Survey is widely used to measure the governance status.  

• Two types of surveys  

• (i) Perception survey 

– General questions to ask the “impression”: Do you think Country 

X officials corrupted?   

• (ii) Fact-finding survey 

– Specific questions to reveal the real status: How many times in a 

year do you encounter corruption in dealing with Country X 

officials?   
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Question 
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• Question: Are survey indicators biased (especially fact-finding 

survey)?  

– Existing studies: try to reveal the bias of perception survey, using 

fact-finding survey 

– Implicit assumption: fact-finding surveys are free from perception.  

• However, fact-finding survey may be also biased.  

– Recent studies show that even fact finding surveys are not free 

from perception (e.g. “absolute” number does matter).  

• But we do not know the real status. How to know the real status of 

governance?  
 



Alternative Approach:  

Direct Observation  

• Our proposal: We should directly observe the quality of governance.  

• The quality of governance of the TRADE sector can be directly 

observed.  

• Inference: The quality of trade statistics is a proxy to the quality of 

trade governance.  

• Quality of trade governance = Quality of trade statistics  

– Logic: the customs office in a good shape can compile high 

quality trade statistics 

• If corruption persists at customs, then the trade statistics 

compiled are of low quality.  

• If customs officials lack experience, they may incorrectly 

code commodity classifications for traded goods.  
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Accuracy and Consistency  
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• How to assess the quality of trade statistics?  

– Trade statistics consistent with many partners’ statistics is 

regarded as high quality (Ferto  and Soos 2009).  

• However, consistency does not always mean high quality/accuracy.  

– When two sets of data have similar bias, that would turn into 

consistency.    

– We “solve” this problem by assumption – we assume that trade 

statistics consistent with many trading partners is accuracy.  

• Methodology: Mirror comparison 

– A test country’s import from Country X – Country X’s export to 

the test country.  

– The measurement of consistency: correlation coefficient of 

commodity classification.  

 



Ferto and Soos (2009) Result  

• Ranking of Trade Statistics of European countries.  
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Benchmark of Comparison  
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• Benchmark (Ferto and Soos): All European Countries compared 

against all European countries  

• Benchmark countries in our study: G20.  

– Why G20?  

• Twenty countries are manageable.  

• the G20 is geographically dispersed. This controls for geographical bias, with 

geographically proximate pair of countries having more consistent trade 

statistics than geographically distant pairs. 

•  It seems reasonable to assume that G20 members compile relatively 

accurate statistics.  

– G7 is not good: Too many European countries 

– All countries against all countries is not good: Reasonable to 

consider the quality of some countries’ trade statistics is low (e.g. 

Sub-Saharan countries),   
 



Trade Governance Indicator =  

Quality of Trade Statistics    
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Validity  

• We can confirm that  

– (i) average correlation coefficients of trade flows show a positive relationship 

between the test economies’ statistics and G20 statistics, except for Iraq. 

– (ii) about 126 out of 159 economies have correlation coefficients (accuracy 

scores) greater than 0.50, indicating a strong relationship between the test 

economies and G20 statistics.  

• In addition, it is good to confirm that the quality of trade statistics of 

G20 economies are relatively good (notable exceptions: Turkey and 

Saudi Arabia), which suggests they constitute a “qualified” 

benchmark.  

• The high consistency between G20 and test economies suggests 

that our attempt is a useful exercise to assess the quality of trade 

statistics.  
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Observation 1  

• Certain types of economies tend to have lower scores because of 

their particular environmental features.  

• First, the scores of economies that host transit ports tend to score 

very low because a large portion of their trade constitutes re-imports 

and re-exports; Island countries’ scores are high.  

– For example, as exports go to a third country transiting through a transit port, the 

exporting economy’s customs may record the transit port as the final destination, 

which makes the consistency of transiting countries’ statistics with partners lower.  

– This may explain the relatively low scores of Singapore; Hong Kong, China; and 

Panama.  

• Second, landlocked countries are disadvantaged, as recoding the 

“real” destination of trade is confusing for landlocked countries where 

the “immediate” direction of trade is their neighbors.  

– For example, Lao PDR exports to Europe though Thailand may be recorded as 

exports to Thailand by the Lao customs.  

– Landlocked transiting countries very low: Luxembourg, Switzerland.  
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Observation 2  

• Certain types of economies tend to have higher scores because of 

their trade composition.  

• First, countries whose trade is dominated by a limited number of 

commodities tend to have higher scores.  

– As a matter of fact, commodity misclassification often occurs, which lowers the 

consistency of mirror statistics, whereas this seldom happens if the types of 

traded products are limited.  

– Examples include Peru (copper) and Cambodia (garments).  

• Second, a country that trades mostly with a limited number of 

partners tends to score high.  

– As in the case of commodity misclassification, destination/origin misclassification 

(that lowers the consistency) often occurs, but is negligible when a country has 

just a few trading partners.  

– Canada.  
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Future Directions  
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• Future direction:   

– Multiple years: Check if our indicators can capture the progress in 

governance reforms.  

– Reveal bias of fact-finding survey, using the new indicators 

• Separate perception and the real status of the governance, 

using the new indicators.   

– The impact of real governance; The impact of “perception” 

• “Perception” may matter.  



Thank You  

• Comments welcome!  

• For details, please contact shamanaka@adb.org  
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